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This paper coins the term ‘privatization framework’ to capture postcommunist 
privatization’s often neglected distributive dimension. Privatization frameworks are 
ranged from those that primarily reward political and enterprise insiders to those 
that reward outsiders. This paper then asks whether the choice and success of a 
privatization framework are related to political regime type. [liberal democracies 
tend to choose privatization programs that reward insiders. This cements insiders’ 
political influence and contributes to corrupt interaction between the public and 
private economic spheres. Subsequent poor economic performance combined with 
ongoing conflict over political institutions may produce a ‘break point’ at which 
societies can decide to move in a democratic direction. Liberal democracies, by 
contrast, have no predisposition to an outsider- or an insider-based privatization 
framework. Insiders will have more resources to bring to the fight over 
privatization programs where reform communists led or contributed to the ‘break’ 
from communism. Nevertheless, the competitive processes inherent to liberal 
democracies prevent even poorly managed insider privatization from prolonging 
destructive rent-seeking practices. As a result, liberal democratic regimes are likely 
to perform better than illiberal democratic and authoritarian regimes in 
implementing postcommunist structural reforms. 
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Introduction 


The theoretical justification for postcommunist privatization is that it severs 
links between enterprises and state officials.| Without state guidance and 
interference, new owners are free to undertake the difficult and socially painful 
restructuring measures that are necessary to maximize benefit from their assets. 
Early reformers thus concluded that governments must privatize rapidly 
(Blanchard and Layard, 1991; Lipton and Sachs, 1990; Frydman and 
Rapaczynski, 1994, 142) and that giving significant concessions to former 
communist elites is an acceptable price to pay for getting property out of state 
hands (Boycko et al., 1995, 14-15). 

The problem with such an approach is that the choice, success and failure of 
a privatization program may be endogenous to the quality of encompassing 
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political institutions and in turn the historical and structural legacies that 
shaped them. If this is true, then the selection and fate of a given privatization 
program is constrained by a country’s ‘postsocialist pathway’ (Stark, 1992; 
Stark and Bruszt, 1998; Murrell, 1992; Bunce, 1999). 

This paper asks whether liberal democracies are more effective economic 
reformers than illiberal democracies and authoritarian regimes. It does so 
by examining the respective weight of agency and structure in the choice 
and success of large-scale privatization reforms in postcommunist Europe. 
A pure ‘path dependence’ perspective predicts that regime types and the 
legacies that shaped them will determine the choice and effectiveness of a 
privatization program. By contrast, a ‘rational optimist’ perspective expects 
that agents who possess both ‘political will’ and ‘technocratic skill’ to 
reform can select effective privatization policies regardless of the prevailing 
regime type. 

A combination of quantitative and qualitative evidence indicates endogene- 
ity in the selection and choice of privatization programs lending support to the 
path dependence perspective. However, the degree and content of structural 
‘constraint’ varies according to regime type. A closer look at this finding 
provides some insight into the processes that have made liberal democratic 
postcommunist regimes more effective than others in implementing structural 
reforms. 

Structures weighed in more heavily as liberal institutions waned. While most 
postcommunist countries privatized by multiple means, illiberal democracies 
and authoritarian regimes were more likely to emphasize privatization modes 
that benefitted enterprise and political insiders. Emerging from communism 
relatively less challenged by founding elections (Fish, 1998), these groups 
sought to use privatization as a vehicle to transform the positional assets they 
inherited from communism into material assets. In the process, they often 
challenged liberal political institutions that blocked their efforts — pushing the 
regime type further in an illiberal direction. 

Liberal democratic regimes, by contrast, did not necessarily favor enterprise 
and political outsiders in the choice of primary privatization beneficiaries. 
Nevertheless, prior legacies were important. Democratic political competition 
meant that insiders were more likely to do well where they drew legitimacy 
from a history of reform communism (Bunce, 1999). Insiders did poorly, by 
contrast, where reform communism had been weak. 

Regime type also had an effect after the selection of a privatization 
framework. Privatization in illiberal democracies produced prolonged periods 
of uncorrected post-privatization rent seeking and corruption (Hellman, 1998). 
Liberal democracies also produced their share of privatization failures. 
However, the political competition inherent in liberal democratic regime type 
placed limits on the negative effects of poor policy decisions. It promoted more 
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rapid policy alternation and paved the way for subsequent reform and growth 
(Orenstein, 2001). 

Notwithstanding the voluntarism of rational optimists, it appears that 
successful postcommunist privatization programs are rarely engineered ‘out of 
the blue.’ Political regime type and the legacies that shape it play a 
significant role in their selection and success. The following two sections 
review the debate on policies ys inheritance and define important terms. This 
paper will then examine Mitchell Orenstein’s recent work, Out of the Red 
(2001) to induce hypotheses about the relationship between liberal democratic 
regimes and privatization. The next section extends this analysis to illiberal 
democracies and authoritarian regimes — cases not covered in Orenstein’s 
work. The insights developed there are then tested using aggregate 
postcommunist data on the relationship between privatization and political 
regime-type circa 1997. Recognizing the flaws of such a static comparison, the 
remainder of the paper undertakes three detailed time-series studies of illiberal 
democratic/authoritarian countries (Slovakia, Croatia and Serbia) and 
examines how their privatization ‘stories’ correspond with theoretical 
expectations. 


Policies ys Inheritance 


Two schools of thought have divided the field of postcommunist political 
economy over the past 15 years. Rational optimists argue that transitions to 
capitalism result from strict adherence to policies of macroeconomic 
stabilization, trade liberalization, privatization and structural adjustment. 
(Lipton and Sachs, 1990; Sachs, 1993) Stark argues that rational optimists 
generally compare their knowledge of capitalist societies with postsocialist 
societies and plot a policy trajectory between the two (Stark and Bruszt, 1998, 
81). A successful transition to capitalism is thus a function of the ‘will’ of 
politicians to implement this transition program and their ‘skill’ in ensuring 
that it is implemented correctly (see also discussion by Orenstein, 2001, 11-16). 
As an IMF staff economist recently emphasized ‘there is unlikely to be a 
substitute for sound domestic leadership in the key reforms needed to underpin 
better economic performance’ (MacFarlan, 2003). 

Rational optimism has been a basic IMF/World Bank mindset for most of 
the past 15 years. Arguing that ‘policies matter, economists point to clear 
correlations between economic reforms and economic performance (Bunce, 
1999, 769). Recent work, however, has begun to undermine this consensus. 
Staff economists at the IMF have found a stronger causal link between good 
governing institutions — including political rights and the rule of law — and 
economic performance (IMF, 2003, 105-111). These findings have led IMF 
staff economists to conclude, ‘sound policies need to be supported by strong 
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institutions, while weak institutions may reduce the chance of good policies 
being adopted or may undermine their effectiveness’ (IMF, 2003, 111; see also 
IMF, 2000, 93; Word Bank, 2002). 

Such findings point to the need for greater appreciation of the endogeneity 
of reforms to prior legacies and institutions. While rational optimists continue 
to look to technocratic leadership to provide good policy guidance, path 
dependence perspectives assume that governing institutions and subsequent 
reforms succeed or fail by historical design, not due to the ‘skill’ or ‘will’ of 
reformers. Understanding the success and failure of postcommunist reforms 
like privatization thus requires an understanding of the structural and 
historical legacies that shape incentives for political and economic behavior. 
As IMF staff recently concluded, ‘correct’ policies reflect both technocratic 
skill and a fortunate set of inheritances that enable their adoption under 
favorable conditions (IMF, 2003, 111). 

In its purest form, however, path dependence denies agency and is unable to 
explain fundamental change without ad hoc reference to exogenous shocks. 
Stark and Bruszt call this ‘past dependence’ (1998, 7; see also Johnson, 2001). 
In addition, exactly which legacies matter most to postcommunist trajectories is 
a subject of dispute. The tendency to find most things endogenous to 
inheritance leads to the problem of choosing where to cut into a story. Some 
scholars call attention to structural inheritance. Kopstein and Reilly (2000) 
argue that favorable geographical proximity to a former Western border of the 
communist world promotes the development of norms, institutions and 
resources amenable to consolidation of market democracies. This effect is even 
strong enough to overcome the negative effects of bad policies. Vachudova and 
Snyder (1997) stress the presence of a large ethnic minority that declining 
communist elites can exploit to retain power even as they stall progress towards 
markets and liberal democracy. 

Others, by contrast, highlight historical legacies. Ekiert (1999) emphasizes 
that ‘legacies of dissent, opposition and reform’ are pre-requisite conditions for 
early progress towards market democracies. Bunce similarly finds that 
communist-era dissent must produce ‘a rough consensus about the political 
and economic successor regimes to state socialism’ (1999, 761; see also 
Vachudova, 2001). Such favorable conditions presage the much-noted 
observation by Fish that, ‘the outcome of elections is the best predictor of 
the extent of economic reform’ (1998, 57; Ekiert 1999). 

Beyond these complications, neither the path dependence nor the rational 
optimist schools have much analytical use for democratic regime type. Path 
dependence approaches generally portray political regime type as a dependent 
or intervening variable (Bunce, 1995, 97). At best, regime type might serve as a 
proxy for what has come before: Illiberal inheritances beget illiberal 
postsocialist pathways resulting in illiberal democracies or authoritarian 
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Figure 1 Privatization and regime type. 


systems (see, for example, Vachudova and Snyder, 1997, 34; Vachudova, 2001, 
5; Bunce, 1999, 761). Rational optimists, by contrast, are less concerned with 
the political context of reforms than good policies and the need for strong, 
‘rightly guided’ executives to see them through (Orenstein, 2000, 14-16). 
Indeed, despite the recent progress in IMF analysis noted above, economists 
have all too often treated regime type almost exclusively as a dependent 
variable: good policies lead to growth and hence conditions more favorable to 
democracy (Freidman, 1992; see also Przeworski ef al., 1996). Such reasoning 
tends to justify the creation of politically isolated economic ‘change teams’ 
guarded by strong executive powers (O’Donnell, 1994; Orenstein, 2001, 14). 

This paper seeks to navigate between the voluntarism of rational optimism 
and fatalism of path dependence. It ‘cuts into’ the postcommunist story by 
focusing on conflict between enterprise insiders and outsiders over the design 
and implementation of dominant privatization frameworks. It sees the 
outcome of this conflict as contingent on available resources, which are in 
turn constrained by structures and legacies. For reasons explained below, it 
expects these constraints to shift in predictable ways as liberal inheritances and 
institutions change (see Figure 1). 


Definitions 


Before moving forward, this section defines two key variables: ‘political regime 
type’ and ‘privatization framework’: 

Political regime type: Valerie Bunce defines democracy as a political regime 
combining freedom, uncertain results and certain procedures (1999, 773; see 
also Dahl, 1989, 202; Przeworski, 1991, 26). Within this spare definition of 
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democracy, however, a number of scholars have made distinctions between 
liberal and illiberal democratic regime types. Zakaria (1997), for example, 
draws a distinction between liberalism (consisting of constitutionally protected 
freedoms and the rule of law) and the institutions associated with democratic 
elections (the right to contestation and participation). Guillermo O’Donnell 
(1994) adds that in order to keep elected majorities in check, there also needs to 
be horizontal accountability — specifically, the accountability of office holders 
to countervailing office holders. Combined, vertical accountability (to the 
electorate) and horizontal accountability (to other centers of authority) provide 
an important safeguard of constitutional freedoms and the rule of law. 

In this paper, liberal democracies are defined as regimes that possess a 
combination of constitutional freedoms and robust vertical and horizontal 
accountability. Together, these institutions help ensure that no individual or 
elite group can indefinitely stand above the rule of law. By contrast, illiberal 
democracies may have regular elections and many of the institutions associated 
with them, but will lack the full attributes of a liberal democracy. Illiberal 
democratic traits include poor accountability of the executive to other centers 
of authority, the inconsistent and partial application of the rule of law, low 
access to alternative sources of information, qualified ability to associate, and 
so on. A regime slides into authoritarianism when freedoms are missing; 
electoral contests are corrupted to the point where the results are guaranteed 
beforehand; and procedures can be changed at the whim of the parties in power 
(Bunce, 1999, 773). 

Privatization framework: Second, this paper coins the term ‘privatization 
framework.’ A privatization framework is characterized by the primary 
beneficiaries of a mode of transforming state-owned property.” The intent is to 
emphasize the distributional conflict that emerges any time property rights are 
captured by some people but not others. These contests play a significant, but 
underappreciated role in postcommunist trajectories. They involve the 
imposing task of transferring the majority of a country’s wealth-producing 
assets into private hands and provide, to quote a Croatian economist, ‘...a 
one-off opportunity to get rich’ (Cuckovic, 2002). Postcommunist privatization 
is thus a high stakes competition among rival claimants: some will win access to 
the process and some will not (Carothers, 2002, 19). 

An ‘insider-based’ framework empowers insiders to exclude rival claimants 
from the process. Insiders frequently employ a combination of positional 
resources (as in ministry position, manager or employee status in a state-owned 
enterprise) and privileged access to financial resources (as in state-provided 
discounted share prices or preferential access to credits) to gain control of 
property. An ‘outsider-based’ framework by contrast provides outsiders with 
access to the privatization program. To gain control of property, outsiders may 
frequently employ positional resources (as in the citizenship qualification for 
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voucher programs) or financial and/or market resources (as in access to cash, 
credit or know-how in auctions, tenders and directly negotiated sales). By 
arranging privatization institutions along a dimension of insider and outsider 
access, the concept of ‘privatization framework’ captures the initial near zero- 
sum distributive nature of designing and implementing a property transforma- 
tion program. 


Privatization and Regime Type 
Out of the Red — privatization in liberal democracies 


Having defined key terms, this section turns to a detailed analysis of the 
relationship between privatization frameworks and postcommunist regime 
types. It asks two questions: First, to what degree is the choice of privatization 
framework endogenous to liberal democratic regime type? Second, did liberal 
democratic regime type have an effect on the subsequent success or failure of 
that privatization framework? 

Perhaps the closest study of this topic to date is Mitchell Orenstein’s recent 
book, Out of the Red (2001; but see also Biglaiser and Danis, 2002). Orenstein 
demonstrates that robust political competition in postcommunist democracies 
contributes to economic reform. Even ‘rightly guided’ economic technocrats 
make policy mistakes, he argues. These mistakes are most likely to be corrected 
in Western-oriented liberal democracies, where there are frequent alternations 
in ruling government allowing successive reformers to weed out failing reform 
policies (128-144). 

Orenstein’s empirical focus is on two of the most liberal postcommunist 
cases, the Czech Republic and Poland, hence this is a good place to start an 
examination of the relationship between liberal democratic regime type and 
privatization framework. After the launching of shock therapy in Poland in 
1990, technocrats sought greater executive powers to overcome parliamentary 
resistance to structural reforms like privatization (40-43). The Sejm resisted 
these demands and retained strong parliamentary influence in reform choices. 
The result was slower privatization, according to Orenstein, but the resulting 
political competition over reform also guaranteed a more democratic process 
of ‘policy alternation’ as successive governments reevaluated and sought to 
improve upon the policies of their predecessors. The unexpected result of 
“policy alternation’ was thus to spur rather than retard economic reform (117— 
127). 

Orenstein contrasts the Polish experience with 6 years of reform continuity 
under the pragmatic Czech reformer Vaclav Klaus. A number of significant 
flaws emerged in the Czech voucher privatization program — most notably the 
government’s refusal to engage in privatization-associated capital market and 
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financial sector regulation. Serving as Prime Minister from 1992 to 1997, 
Klaus, however, persisted in defending many of these policy flaws until they 
contributed to a significant economic crisis in 1997. Only with his resignation 
following a privatization-related party finance scandal did a new caretaker 
government begin the process of policy reevaluation and new reform measures 
(96-111). 

Political instability and policy alternation in Poland, Orenstein concludes, 
produced more and better quality economic reform than political and policy 
continuity in the Czech Republic. However, what does this tell us about the 
endogeneity of privatization reforms? Orenstein reveals that both countries 
maintained their liberal democratic character, yet each chose to emphasize 
different actors in their primary privatization frameworks. Poland’s primary 
mode of privatization framework remained insider dominated throughout the 
first half of the 1990s. Despite the introduction of strict neo-liberal reforms by 
Solidarity’s first postcommunist Minister of Finance, manager and employee 
interests within Solidarity and elsewhere emerged from the transition powerful 
enough to retain a firm-level workers council veto over privatization choices 
until 1996. As a result, Polish reformers’ efforts to emphasize direct sales to 
outsiders stumbled and most privatization prior to 1995 took various forms of 
employee buyout. For most of Poland’s largest enterprises, however, 
privatization did not occur at all. 

This only changed a little in 1994-1995 when a government of ex- 
communists secured workers’ agreement to participation in an otherwise 
outsider-friendly voucher privatization program by guaranteeing them a 10% 
share of their firm. It was not until 1996 that workers councils were weakened 
enough to transform large Polish firms into joint-stock companies (‘commer- 
cialization’) with shares held by the state. This finally permitted a systematic 
program of direct sales to outsiders (Poznanski, 1996, 211-244; Stark and 
Bruszt, 1998, 94-96; Orenstein 2001, 117-124). 

Czechoslovakia emerged from 1989’s Velvet Revolution with discredited 
trade unions and a compromised managerial class that had a ‘criminal’ image 
in the eyes of most citizens (Appel, 1998). This enabled Czechoslovakia’s 
Minister of Finance, Vaclav Klaus, to design a privatization framework that 
explicitly refused to reserve a significant block of shares for enterprise insiders. 
While Klaus allowed managers to design a program of privatization for their 
firms, they could not necessarily prevent their firms from being privatized, nor 
could they prevent competitors from submitting rival privatization plans that 
could be selected over their own plan. Moreover, Klaus warned managers that 
the Ministry of Privatization would only select those plans that reserved a large 
block of shares for the voucher program. As a result, the Czech and Slovak 
voucher program provided significant access to outsiders — including a new 
class of financial intermediaries, most of which were owned by state-run 
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financial institutions (Brom and Orenstein, 1994; Orenstein, 2001; Appel and 
Gould, 2001). 

At first glance, liberal democratic regime type had little to do with choice of 
privatization framework. For the first half of the 1990s insiders dominated 
Poland’s framework, while outsiders retained significant access to the Czech 
framework. Yet there is a possible theoretical explanation. That insiders 
prevailed in the Polish case and largely failed in the Czech case reflects the 
political resources economic actors associated with the left — particularly 
communist successor parties, state enterprise managers and trade unions — 
carried through the transition. Where these groups were associated with reform 
communism — as in Poland — they fared well after the transition. Where they 
were not — as in the Czech Republic — they fared poorly (Bunce, 2002, 308; 
see also Grzymala-Busse, 2002, 40-41, 50). 

Communist Czechoslovakia’s puppet trade union, the close ties of its 
managerial class to industrial branch ministries and the Party leadership, and 
the Party’s hard-line against reformers within its ranks undermined the ability 
of these actors to preserve their interests during and immediately following the 
Velvet Revolution. Insider pressure thus had little influence on the final design 
of Czechoslovakia’s large-scale program in fall and winter 1990-1991 (Appel 
and Gould, 2001). 

Poland’s Solidarity and the Polish communist party, by contrast, both 
found legitimizing political resources in their antagonistic past. Nominally a 
trade union, Solidarity won an enormous and unexpected victory in the 
partially contested elections of June 1989. Solidarity subsequently fragmented 
over disagreements on shock therapy and privatization, but workers’ interests 
remained the trump card in privatization debates in the Sejm. Resurgence of 
the old communist left reinforced this trend. The once ‘official’ trade union of 
the communist era, OPZZ, consistently sought to outbid Solidarity in its pro- 
worker demands (Orenstein 2001, 49-51). 

Meanwhile, a reorganized communist successor party made significant 
headway in shaking off responsibility for the abuses of the communist era. 
Whereas Party reformers were repressed in Czechoslovakia, a full third of 
Party members joined Solidarity in 1980-1981. Many Poles — particularly 
those from the old nomenklatura — perceived martial law as a Soviet 
imposition. They also noted the Party’s significant — albeit, fatally limited — 
efforts at top-down political and economic liberalization in the mid-to-late 
1980s. (Bunce, 2002, 308-309). Against this background, enterprise insiders 
were able to retain their hard won corporate control privileges six years into 
the transition. 

The Czech and Polish experiences indicate a degree of endogeneity in 
privatization choice. Liberal democracy did not affect outcomes, but prior 
inheritances did shape the political resources available to rival insider and 
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outsider property claimants. Solidarity’s popular legitimacy left workers 
capable of defending an effective veto over privatization decisions. Meanwhile, 
the Czech workers movement emerged burdened by a legacy of collaboration 
with the hard-line regime. 

The second important question, however, is whether liberal democracy had 
an impact on the subsequent success of privatization policies. Ironically, 
neither Poland nor the Czech Republic could be said to have had economically 
thriving privatization results prior to 1996. Poland’s insider veto on enterprise 
privatization led to delay and stagnation in the state sector as the majority of 
large enterprises languished with limited access to capital and know how 
(Poznanski, 1996, 244; Orenstein, 2001, 122-123). The introduction of a mass 
privatization program in 1995 had only limited impact in fundamentally 
restructuring the economy (Samojlik, 2002, interview). It was not until 
enterprise councils control gave way to commercialization of firms in 1996 that 
the government began to restructure its large-scale enterprises through a 
program of direct sales to outsiders (Orenstein, 2001, 124). 

By contrast, the Czech Republic’s attempt at rapid voucher privatization led 
to a host of complicated problems relating to inadequate corporate 
governance, under-regulated capital markets, poorly managed state financial 
control over privatized firms, and significant levels of corruption (for more see, 
Brom and Orenstein, 1994; Vachudova, 1999a,b; Kornai, 2000; Orenstein, 
2000; Appel, 2001; Reed, 2002). Nevertheless, by 1997, societies in both 
countries had evaluated past failures and brought in governments that began to 
address previous errors and limit corruption. The remedies came in the face of 
significant organized resistance by those who sought to benefit from ongoing 
failure (Gould, 1999; Schwartz, 1999). As Orenstein predicts, liberal democracy 
thus served as a safety valve protecting against prolonged errors — it allowed 
those most hurt by failures to challenge failures’ beneficiaries (see also 
Sen, 2000). 


Privatization, illiberal democracy and authoritarian regimes 


The Czech and Polish cases lead us to expect that the choice of dominant 
privatization framework in a liberal democracy will broadly reflect the 
transition trajectory of its reform communists. Regime type failed to constrain 
choice. However, communist and transition legacies did shape the political 
resources insiders and outsiders could bring to bear on the conflict over 
privatization frameworks. Liberal democratic regime type was important, 
however, in limiting the negative effects of privatization policies gone awry. 
We expect the story to be quite different in postcommunist illiberal 
democracies and authoritarian regimes. Both regime types emerged after initial 
postcommunist elections failed to displace incumbent elites (Fish, 1998). Under 
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conditions of limited political competition, elites subsequently turned 
privatization into a vehicle for transforming their communist era positional 
resources into postcommunist era material resources (Bunce, 1999, 783-784). 
However, by definition, illiberal democratic and authoritarian leaders face 
varying degrees of political uncertainty depending on the presence or absence 
of democratic constraints and the strength and organizational capacity of 
opponents. Perhaps the most telling threshold is whether the regime at least 
occasionally submits itself to electoral competition without extraordinarily 
good guarantees that it will emerge the winner (Krause, 2003, 65). Ironically, 
an authoritarian regime’s comparative lack of open political competition may 
reduce the intensity of privatization conflict. Strongly authoritarian regimes 
might thus be more stable than illiberal democracies and authoritarian regimes 
that have not completely eliminated political uncertainty (Bunce, 1999). 

Illiberal democracies, by contrast, retain vestigial liberal political institu- 
tions allowing limited political competition. In privatization contests, these 
institutions can provide rival claimants to property with crucial information, 
oversight and access to the policy-making process. By suppressing them, 
political or enterprise insiders seek to reduce political uncertainty and preserve 
their positional advantage over rivals. By strengthening them, on the other 
hand, outsiders may gain greater access to the privatization framework. The 
result is a zero-sum conflict over institutions. Privatization can turn illiberal 
democracies into institutional battlegrounds marked by political instability and 
challenges to the regime type. 

Elites in illiberal democracy may use ideational resources such as ethnic 
nationalism, populism or the perception of external threats to sovereignty to 
justify insider privatization of state-owned assets. If true, then where illiberal 
political institutions coincide with significant ethnic minorities or perceptions 
of external threat, conflict over privatization frameworks might take on ethnic 
or nationalist tones (see also Mansfield and Snyder, 1995; Snyder and 
Ballentine, 1996; Snyder, 2000; Vachudova and Snyder, 1997; Bunce, 1999, 
783-784; Laitin and Fearon, 2000). 

This discussion has two important implications. First, while privatization is 
endogenous to legacies in authoritarian and liberal democracies, causal 
direction might reverse itself in illiberal democracies. Weaker democratic 
institutions will provide insiders with an edge, but as state assets come into 
play, so too will democratic institutions. Conflict surrounding privatization 
could thus contribute to democratic backsliding and regime instability. 

Second, the rational optimist argument for rapid privatization is that it will 
sever the links between enterprises and the state. However, this strategy of 
“‘depoliticization’ fails to account for the interaction between economic reforms 
and political institutions: Where reformers meet stiff insider resistance to 
outsider privatization, it is quite likely that the battle over prior political 
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institutions is already going badly for liberal democrats. “Buying off the vested 
interests that block privatization will likely make this bad situation worse 
(Boycko et al., 1995). Indeed, far from creating owners with an interest in 
contracting around inefficiencies in formerly state-owned firms (Coase, 1960), 
insider privatization in illiberal democracies surrenders state property to the 
very groups that have an interest in suppressing additional political and market 
reforms. 

Yet this latter point is potentially moot if regardless of contexts and means, 
all new owners subsequently restructure their privatized assets to earn a profit 
in competitive markets (Frydman and Rapaczynski, 1994, 141-167; Boycko 
et al., 1995, 19-46; Blasi et al., 1997, 36-39). This is unlikely. Insider 
privatization against a background of illiberal political institutions may prove 
deadly for subsequent economic reforms and performance. As Joel Hellman 
(1998) has demonstrated, having used their privileged access to institutions to 
win property rights, insiders will most likely use the same access to rig markets 
in ways that benefit them at the expense of society. Insiders in illiberal 
democracies thus find it easier to avoid paying taxes, win state contracts on 
uncompetitive terms, secure ‘soft loans’ from an increasingly weak financial 
system, and redirect subsidized materials for sale on world markets and pocket 
the difference. This, in turn creates a vested interest against additional 
economic (and political) reform. As Hellman writes, ‘... winners from an earlier 
stage of reform have incentives to block further advances in reform that would 
correct the very distortions on which their gains were based... at considerable 
social cost’ (233). 


Privatization and Regime Type in 1997: A Snapshot 


The previous section provides us with a number of hypotheses about the 
relationship between privatization and regime type. First, as Figure 1 
illustrates, regime type is expected to be less constraining on dominant 
privatization choices as political institution become more liberal. Second, the 
Polish and Czech cases demonstrated that liberal democratic regime type 
places limits on the negative effects of poor policy decisions. It can also 
promote more rapid policy alternation and pave the way for subsequent reform 
and growth. Third, privatization in illiberal democracies has the potential to 
generate sufficient high stakes political engagement to weaken democratic 
political institutions that remain. Finally, insiders in illiberal democracies are 
likely resolve the tension between the incumbents’ need to retain legitimacy and 
‘uncertain’ electoral outcomes by employing identity rhetoric. Hence, ethnic 
nationalism or anti-Western xenophobia may be used to justify the attempt to 
take insider control over state assets. 
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Table 1 provides a snapshot of the relationship between dominant 
privatization framework and political regime type as of 1997. While there 
are many ways to measure regime type, it takes an average of 1997 Freedom 
House rankings of civil and political freedoms. The other axis ranks primary 
modes of privatization circa 1997 from 1-6 according to how accessible they 
are to insiders.* At the far right, the most exclusive, insider-friendly mode of 
privatization is the management buyout (column 6). It bestows privatization 
rights on a single insider group to the exclusion of all others. The next most 
exclusive strategy, the employee buyout (5), can include both management and 
employees. At the other end of the spectrum, the most outsider-friendly mode 
of privatization is a sale to an outsider with foreign participation (1). Ranked 
slightly less outsider-friendly is a sale to an outsider with less than 25% foreign 
participation (2). In the center are two forms of mass privatization. On the left, 
all citizens have equal access to the mass privatization program (3). On the 
right, enterprise insiders have guaranteed concessions within the broader 
voucher process (4).* 

Table 1 demonstrates that as of 1997 all ‘authoritarian’ countries chose 
insider modes of privatization as their primary mode of privatization. In all, 
60% of the ‘illiberal democracies’ countries chose insider modes and the 
remainder chose equal access voucher privatization under which insiders were 
more likely to preserve a role than under programs of direct sales open to 
outsiders. These findings confirm the prediction that regime types with fewer 
liberties correspond to a constrained dominant privatization choice. As we 
shall see in the Slovak case below, however, causality can run in the opposite 
direction: Conflict over privatization frameworks can contribute to a 
weakening of democracy. 

Table 1 shows that liberal democratic regime type has little constraining 
effect. However, as noted earlier in the Polish and Czech case studies, prior 
legacies provide a possible explanation. If we take the seven most liberal 
postcommunist regimes as our sample, it is at least noteworthy that founding 
elections in Latvia, Estonia and the Czech Republic produced opposition 
victories at the expense of a discredited left. All three subsequently emphasized 
outsider-friendly privatization frameworks. By contrast, founding elections in 
Poland and Slovenia were ‘augmented, formally or informally, by an alliance 
with reform communists’ (Bunce, 1999, 782) and both subsequently chose to 
emphasize insider-friendly frameworks. 

The main outlier is Hungary, where a strong and comparatively positive 
legacy of reform communism did not translate into significant insider 
advantages in the subsequent choice of dominant privatization framework.® 
A full explanation is made elsewhere (Gould, 2002), but suffice it to say that 
competitive bidding by a weak fragmented anti-communist opposition helped 
marginalize the position of reform communists in the founding election. Other 
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factors also weakened their position, including popular resentment at late 
communist-era nomenklatura privatization; the option to receive significant 
Western FDI; and a dire macroeconomic situation (see also Bartlett, 1997; 
Stark and Bruszt, 1998; Crane, 1999). 

A brief initial snapshot thus indicates significant endogeneity in privatiza- 
tion choice. But does this have any implications for subsequent economic 
performance? This is hard to measure. In the Polish and Czech cases, 
democratic competition and policy alternation limited the negative 
impact of failed privatization programs. But what is the evidence for illiberal 
regimes? 

Hellman (1998) finds significant correlation between economic reform 
progress on the one hand and political rights and competition on the other 
(230-231). Given the at least partial endogeneity of dominant privatization 
frameworks to these variables through democratic regime type, it is not 
surprising that Table 2 similarly finds strong correlation between primary 
privatization mode and economic regime progress — again with the noticeable 
exception of liberal democracies. Yet this broad comparative approach fails to 
account for important differences in structural and historical legacies. It is 
probably erroneous to compare Tajikistan and Hungary, for example, too 
many other factors shape outcomes. The following section thus uses qualitative 
case studies to correct for many of these limitations in the data. 

There are also a number of problems with the data in Table 1. First, the data 
do not reflect the degree of difference in emphasis between primary and 
secondary modes of privatization and thus may miss important nuances in 
privatization programs.’ In addition, the data rely on a snapshot of 
privatization and democracy as of 1997. Hence, they do not capture changes 
in privatization emphases or the quality of democratic institutions over time. 
Finally, there is the problem of causal direction. Theoretically, it is possible 
that distributive conflict over privatization frameworks will spill over into a 
conflict over regime type — particularly in illiberal democracies where the 
uncertainty of outcomes is both limited and contested. Resolving these issues 
requires a return to detailed case studies. 


Time-Series Analyses — Slovakia, Croatia and Serbia 


Following Orenstein’s study of liberal democracies, this section focuses on two 
illiberal democracies (Slovakia and Croatia) and one quasi-authoritarian 
regime (Serbia). Table 3 illustrates the basic time-series methodology. 
Theoretically, we expect illiberal political institutions to provide insiders with 
an advantage in conflict over privatization frameworks. Since vestigial liberal 
institutions provide outsiders with some access to the choice and operation of 
the privatization framework, we expect them to come under attack. We also 
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expect the combination of insider privatization and illiberal regime type to 
facilitate deep and prolonged postprivatization rent-seeking and economic 
crisis. Combined, authoritarian and economic pressures can destabilize the 
regime type producing pivotal moments where the country chooses between 
deeper authoritarianism and political and economic liberalization. 

Each of the following three cases thus examines (1) the interaction between 
political institutions and the selection of the dominant privatization framework 
—with attention paid to the role of nationalism in justifying illiberal outcomes, 
(2) the impact of this relationship on subsequent economic progress and regime 
stability and (3) the effect of a liberalization of regime type on the subsequent 
privatization framework. 
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Slovakia’s decline to an illiberal democracy between 1994 and 1998 is closely 
tied to a hotly contested fight over its dominant privatization framework. 
Slovakia inherited an outsider-friendly equal access voucher program imposed 
largely in opposition to the interests of ‘left’ forces in the country. This set the 
stage for a polarizing zero-sum contest over privatization that ultimately 
involved the fate of political institutions. 

Contested privatization: In his jockeying prior to the 1992 election, three- 
time Slovak Prime Minister and self-styled ‘founding father,’ Vladimir Meciar, 
argued that Slovakia’s transition problems resulted from Federal Minister of 
Finance Vaclav Klaus’s transition policy. According to Meciar, ‘Czechs’ 
designed the program ‘for Czech conditions.’ It was thus ‘inappropriate’ for 
Slovakia’s ‘particular’ economic conditions (Miklos, 1997, 60). His stance 
implicated Meciar’s rival, Slovak Prime Minister Jan Carnogursky and others, 
in ‘selling out’ what Meciar increasingly portrayed as ‘real Slovak interests.’ 
Meciar further advocated that Slovakia’s economic reforms could be better 
managed through a Slovak-controlled industrial policy that emphasized more 
state intervention and an end to voucher privatization. 

These arguments formed the basis of an alignment between Meciar and 
many Slovak enterprise managers. The latter had been unable to prevent the 
adoption of the voucher program in 1990-1991 and now found themselves 
threatened by its significant outsider-friendly access. Meciar’s championing of 
‘reasonable Slovak interests’ also opened a significant space within Meciar’s 
political party, Movement for a Democratic Slovakia (HZDS), for former 
communist-era politicians. By attacking Czech reforms and federal constitu- 
tional arrangements, these two groups could now invoke the ‘national interest’ 
to reverse the loss of political and economic influence they suffered during the 
Velvet Revolution (Appel and Gould, 2001, 125). 

Insiders’ greatest opposition came from the primary beneficiaries of the first 
round of voucher privatization: investment privatization companies. These 
companies ran funds that had exchanged fund shares for citizen voucher 
investment points. While enterprise managers established a few funds, 
outsiders used the funds to challenge industrial enterprise leadership for 
control of many firms. Some funds were independent while others, ironically, 
were set up by Slovakia’s leading banks. Nevertheless, Meciar’s inner circle 
perceived Slovakia’s most influential funds as ‘owned by the opposition’ (FNM 
President S$. Gavornik, as cited in Olsson, 1999, 118). 

While not technically true, this insight demonstrates the zero-sum nature of 
privatization politics between 1992 and 1995. Meciar and his allies in industry 
supported a program of direct sales to outsiders while Meciar’s political 
opponents and their allies in the financial sector, capital markets and foreign 
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investment community supported a continuation of the voucher program 
(Orenstein, 1994). It was assumed (and ultimately proven correct) that whoever 
won the broader political battle to control the state would ultimately gain 
control over Slovakia’s key industrial assets. 

The contest went poorly for Meciar’s opponents. As Prime Minister during 
his second term in office (July 1992—March 1994), Meciar sought to consolidate 
executive control over privatization. Despite his role as Prime Minister, he 
took over the portfolio for privatization and ensured that party loyalists 
directed the state portfolio of property at the National Property Fund (FNM). 
Between December 1993 and March 1994, he delayed voucher privatization, 
rewarded insiders with control over key state enterprises, and allowed political 
allies and loyal enterprise managers to purchase state firms on favorable 
terms. The concentration and abuse of power, however, contributed to 
significant defections from Meciar’s party and the loss of his parliamentary 
majority on March 11, 1994 (Marcincin ef al., 1996; Olsson, 1999; Gould, 
2001). 

The interim government parties fared disappointingly in the ensuing general 
election, however, and Meciar secured another — this time enduring — 
coalition government in early November 1994. Meciar’s third government 
(November 1994-September 1998) began where his previous government had 
left off. Among the new parliamentary majority’s first acts was a bill 
postponing the start of a second round of outsider-based voucher privatization 
and another transferring decision-making power for privatization from the 
government to the Fund for National Property (FNM). As a quasi-private 
corporate entity, the FNM could make decisions almost entirely free from 
public scrutiny. Parliament cancelled outsider-based voucher privatization in 
summer 1995 (Olsson, 1999, 131-133). 

Over the next 2 years, the FNM presidium ran a non-transparent and quasi- 
legal insider privatization program that provided daily grist for Slovakia’s 
independent media (Fisher, 2001, ch. 4). A number of direct sales to insiders 
became notorious including the sales of Slovakia’s largest industrial enterprises 
to often-unidentified Meciar allies at a fraction of their real value (Marcincin 
et al., 1996b). 

Weakened liberal political institutions: Several centers of political power 
resisted the Meciar government’s attempt to reorient Slovakia’s privatization 
framework from an outsider dominated voucher program to an insider- 
dominated series of management buyouts. The resulting conflict had a great 
deal to do with Slovakia’s much-noted ‘democratic decline’ (Krause, 2000). 
The president vetoed most of Meciar’s enabling privatization legislation and 
after parliament overrode the vetoes, the Constitutional Court ruled much of 
the legislation unconstitutional. The rule of law in management of the economy 
similarly suffered a significant decline. Practically all areas where the state 
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intersected the economy became intensely politicized — including capital 
markets regulation (Olsson, 1999, 187-190), awarding of state contracts and 
licenses, the state management of key ‘strategic’ state firms like Slovak Electric 
and Slovak Gas Company, and the actions of the state Fund for National 
Property (FNM) (M.E.S.A. 10., 1998a, VI: 4-6). 

Abuse of the rule of law was part of a broader attack on liberal institutions 
in general. Parliament’s initial 1994 privatization legislation accompanied 
changes that gave Meciar’s HZDS partisan control over the public broadcast 
media resulting in highly slanted public media coverage (MEMO 798, 1998). 
Meanwhile, privatization beneficiaries frequently bought and attempted to 
control the editorial content of the independent media. While the independent 
press and broadcast media did function effectively they met with petty 
harassment from various government agencies. The 1994 legislation also 
removed the secret service from effective public oversight. The secret service 
then waged a war of ‘dirty tricks’ against President Mikhal Kovac — by 
now Meciar’s most outspoken opponent on privatization and other matters 
and a crucial source of horizontal resistance to the government’s strong 
executive powers. Some allege that the secret service also carried out the 
kidnapping of his son and the murder of a potential witness. Similarly, civil 
society — from trade unions to human rights organizations — came under 
increasing pressure from the government. Meanwhile, the government engaged 
in additional unconstitutional acts such as depriving a member of parliament 
of his mandate and illegally canceling a referendum on NATO membership 
(Szomolanyi and Gould, 1998; Krause, 2000; Innes, 2001, 242-248). While 
much of this conflict might have occurred had Slovakia’s industrial assets 
not been on the table, it is doubtful that the conflict would have been as 
hard fought. 

As the Meciar government came into conflict with basic liberal institutions 
and freedoms, the EU, NATO and the United States all registered their 
displeasure. The EU, in particular, issued a series of diplomatic demarches as 
part of its dialogue with applicant countries (Duleba, 1998). In 1996, Freedom 
House reduced Slovakia’s political rights ranking from ‘free’ to ‘partially free’ 
(Freedom House, 2003). In July 1997, the European Commission recom- 
mended that Slovakia be excluded from the first wave of EU membership 
negotiations, arguing that while it was a liberal democracy in form, much left 
to be desired in the stability and functioning of its institutions (European 
Commission, 1997, Section 1.3). NATO followed suit and excluded Slovakia 
from its first round of expansion (Duleba, 1998). 

Economic impact: The Meciar government demonstrated a willingness to 
turn a blind eye to the abuses of its privatization clients and the related 
concerns of voters. Many of Slovakia’s politically connected new owners used 
political clout and corruption to avoid full exposure to the downside of lax 
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financial discipline. This reached its logical conclusion when in 1996, two of 
Meciar’s most important privatized companies, most notably Slovnaft and 
Eastern Slovakia Steelworks (VSZ) (the latter owned by Meciar’s former 
Minister of Transport, Alexander Rezes) sought to gain control of Slovakia’s 
main financial institutions. Ruling coalition disagreements over which groups 
would get which bank prevented a full realization of the plan (Olsson, 1999, 
256-257). Nevertheless, in 1997, VSZ did gain a combination of de facto and 
direct control over several of Slovakia’s largest financial institutions — 
including an illegally acquired controlling stake in Investment and Develop- 
ment Bank (IRB) Slovakia’s fourth largest bank. VSZ was an important IRB 
debtor and Slovakia’s largest company. Once in control of its creditor, various 
VSZ daughter companies began to extend themselves credits on dubious terms 
— adding to the bank’s percentage of non-performing loans (M.E.S.A. 10, 
1998b, VII:6). This could only be done with FNM agreement as the 
government’s portfolio manager retained a significant stake in IRB stock. By 
late 1997, the bank was unable to meet its obligations and had to be taken over 
by the Slovak National Bank (M.E.S.A. 10, 1997, XII:5). This, however, did 
not stop VSZ from seeking even greater control in Slovakia’s other major 
financial institution — an effort apparently only blocked by Meciar’s failure to 
keep power after the 1998 election (M.E.S.A. 10, 1998c, X:5). Prevented from 
fully draining Slovakia’s main financial institutions to solve its increasing 
liquidity problems, VSZ’s solvency came into question by the end of 1998 
(M.E.S.A. 10, 1998d, XII:5). 

What applied to Slovakia’s banks and largest enterprise also applied to the 
rest of the economy. Across the country, frail rule of law, poor contract 
enforcement and debtor-friendly bankruptcy institutions led to persistent 
problems with non-performing debt and a deteriorating financial sector. 
Missed tax payments, the need to subsidize a banking sector beset with non- 
performing enterprise loans, and a draining industrial policy dominated by 
Meciar’s allies in the defense and construction industries led to growing 
deficits, government borrowing, crowding out of private investment, and even 
poorer corporate performance (see M.E.S.A. 10, 1998a, VI:4-6) By the end of 
the late summer election campaign, the state had to resort to desperate 
measures to avoid going broke, including a stop to paying bills, borrowing on 
capital markets at virtually 30% (crowding out domestic investment in the 
process) and printing USD 200 million worth of Slovak crowns in only a few 
days (M.E.S.A. 10, 1998c, X:4). Nevertheless, VSZ’s owner Alexander Rezes 
took personal control over Meciar’s reelection campaign and flew him to 
campaign stops in a VSZ-owned jet. 

Political liberalization and privatization: Meciar’s opponents campaigned 
with unprecedented unity in 1998 parliamentary elections forming the Slovak 
Democratic Coalition (SDK). Propelled by an 84.4% turnout, SDK and other 
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parties succeeded in wining a constitutional majority in parliament. In his 
opening statements, Slovakia’s new Prime Minister, Mikulas Dzurinda, 
promised to restore democracy, implement market reforms, and set up an 
outsider-accessible privatization framework attracting foreign buyers (Butora 
and Butorova, 1999). Subsequent progress has been slow, as the Dzurinda 
government has had to negotiate a new round of shock therapy in 1999 
through a broad, ideologically diverse governing coalition. A number of 
corruption scandals have also led to high profile cabinet resignations. 

Nevertheless, this points to a level of accountability not seen in the previous 
regime. The government has also succeeded in rebuilding market institutions, 
reducing transaction costs and raising foreign and domestic investor 
confidence. Perhaps most importantly Slovakia’s emphasis on direct sales to 
outside, frequently foreign, investors has played a major role in turning the 
economy around (Jakoby et a/., 2000, 340-353). 


Croatia 


Unlike Slovakia, Croatia’s formal privatization framework had to accom- 
modate a Yugoslav legacy of ‘social ownership’ — providing many formal 
advantages to management and employee insiders (Cuckovic, 2001, 10). 
Without sturdy protecting political institutions, however, the informal 
operation of the Croatian program developed into a highly exclusive program 
of patronage to the politically connected few. Rather than social justice, 
Croatia got oligarchs. 

Contested privatization: Croatia’s basic 1991 privatization law formally 
permitted self-managed firms to decide how and to whom they would privatize. 
This changed after firms were transformed into joint-stock companies with the 
shares owned by the state. President Franjo Tudjman’s ruling party, Civic 
Democratic Movement (HDZ), did not hesitate to use its new control as a 
source of patronage and power to cement the loyalty of parliamentarians 
and others by appointing them to company directorships (Frydman ef al., 
1998, 72-73). 

As a concession for the ‘“commercialization’ of their firms, workers obtained 
significant discounts when purchasing reserved blocks of shares in their 
companies. By controlling employment and other benefits however, HDZ 
managers placed workers under pressure to sell them their shares at steep 
discounts. The law also provided for additional discounts of up to 40% to 
investors. This enabled HDZ-connected directors and managers to use soft 
loans from state-controlled banks to further build up their equity position in 
the firms (Bendekovic, 2000, 58). A significant proportion of the remaining 
shares of most privatized firms resided with the Croatian Privatization Fund. 
As in Slovakia, however, the government’s property manager acted more 
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as a broker of HDZ’s privatization interests than as a public agent (Cuckovic, 
2002, 217). 

HDZ justified its policy choices with nationalist identity arguments. The war 
and the occupation of Eastern Slavonia served as HDZ’s reason to ensure that 
important strategic assets were in the hands of ‘reliable’ Croats who were 
usually drawn from HDZ ranks. As privatization analyst Nevenka Cuckovic 
recalls, ‘everything was justified by the war.’ (2001, interview; see also Fisher, 
2001, ch. 4) 

With the war’s end, however, it became increasingly difficult to explain away 
the systems of patronage being run out of Croatia’s privatization and financial 
agencies. Tudjman claimed that his new class of national entrepreneurs would 
not sell out the interests of the Croat nation. Yet, growing anger with tycoon- 
driven privatization led parliament to pass a limited access voucher 
privatization program in 1996. The new privatization legislation was almost 
entirely ideological in nature. Most notably, it officially rewarded war veterans 
who had been at the front while workers and managers were buying discounted 
shares in their companies. 

Predictably, even here HDZ’s ‘grabocrats’ could not help themselves. The 
CPF initially included only previously plundered and virtually insolvent 
properties in the voucher portfolio. When this became known, pressure 
mounted on the CPF to release more valuable assets into the voucher program. 
The CPF complied, but only by releasing valuable assets to a fund run by 
Tudjman’s grandson (Cuckovic, 2002, 217-218). 

By 1998, Croatia’s new tycoons were having difficulty meeting installments 
on their purchases of discounted shares. Many had already used various 
devices to transfer control of valuable assets out of the firm. Some now chose 
to return their now plundered and highly indebted companies back to the 
Croatian Privatization Fund. Still, the HDZ-brokered parliament also lent a 
helping hand with a law that allowed them to spread their payments over 20 
years instead of the five originally contracted (Cuckovic, 2001). 

Weakened institutions: Between 1991 and 1995, HDZ replaced a formal 
privatization program that protected employee interests with an informal 
program that promoted the interests of managers and HDZ politicians. This 
was made possible by poor rule of law, a strong presidency and a wartime crisis 
atmosphere used to justify extreme measures. With the end of the war in 1995, 
however, HDZ’s political and economic ‘arrangements’ came under growing 
scrutiny from an increasingly vocal opposition. High- and mid-level defections 
to the opposition increased the party’s uncertainty. HDZ responded by ruling 
in the best tradition of majority-elected tyrants. 

After privatization and other scandals cost HDZ the 1996 local elections in 
Zagreb, President Tudjman simply annulled the results, arguing that, 
‘democracy cannot mean opposition control of the capital.’ Analysts 
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speculated that opposition control of Zagreb would have been followed by full 
accountability for HDZ’s past privatization and postprivatization scams. 
Competitive democratic institutions had proven too great a threat to the 
incumbents to be allowed to function without interference (Frydman et ai., 
1998 74). 

HDZ also corrupted and undermined the courts leaving them unable or 
unwilling to prosecute all but 1% of the nearly 1000 privatization and property 
management cases brought against the CPF (Cuckovic, 2002, 216). It 
manipulated the state media for partisan advantage, harassed the independent 
media, annulled or ignored elections, and suppressed free speech and 
independent political activity. Hence, despite relatively free and fair elections 
for parliament and the presidency, Freedom House consistently ranked 
Croatia as only ‘partially free.” For most political analysts, it was — along 
with Meciar’s Slovakia — perhaps the prototypical illiberal democracy in 
postcommunist Central Europe (Freedom House, 2000). 

Economic impact: Croatia’s new tycoon class was a diverse group with often 
competing interests who owed their rise to collaboration with particular 
factions within HDZ. Far from making Croatia stronger and more prosperous, 
many new economic elite sought to undermine the institutional underpinnings 
of the market economy. In addition to collusion between the state, financial 
sector and privatized firms, HDZ’s emergent propertied class consistently used 
legal ambiguities, politicized enforcement of the law and a general blurring of 
the boundary between the public and private realm to twist the rules of the 
economic game to their advantage. Typical scams included running down a 
company to decrease its privatization value; asset stripping and other 
manipulations at the expense of stakeholders and minority shareholders; 
padded government contracts; and politically procured loans. These ‘scams’ 
enriched privatization beneficiaries at the public’s expense. They harmed 
minority shareholders, drove investors from the Croatian economy, absorbed 
available investment capital; and reduced the ability of all entrepreneurial 
agents to engage in efficient contracting — an absolutely vital public good. 
These postprivatization manipulations led one local economist to conclude, 
‘the results of privatization in the last decade complete overshadow the total 
positive economic effect’ (Cuckovic, 2001, 225) 

While many early technocrats in Poland desired a strong presidency to 
promote rapid and effective reform (Orenstein 2000), Croatia’s strong 
presidential powers led to unwarranted policy continuity and poor democratic 
accountability. Full-blown economic crisis finally hit in 1998 with the high 
profile collapse of several banks that appear to have been plundered by HDZ- 
connected tycoons. The resulting losses of savings and credit crunch led to 
waves of strikes, bankruptcies and layoffs, and finally led some in HDZ to 
admit that the country was in a dire economic condition. The government took 


Comparative European Politics 2003 1 


John A. Gould 5 ¢ 
Out of the Blue 


301 


over the failed banks at enormous public expense (World Bank, 2003, 95-133; 
Cuckovic, 2001, 217-218). 

Political liberalization and privatization: With Tudjman ailing, HDZ’s 
factional infighting broke out into the open, yet it took the death of Tudjman 
in December 1999 and HDZ defeat in parliamentary and presidential elections 
in 2000 to pave the way for a period of reform. The new government quickly 
passed an ambitious Transformation and Privatization Review Law. Parlia- 
ment also reduced the powers of the President. Perhaps as a result of this last 
point, progress at undoing many of the more significant abuses of the Tudjman 
era has been slowed by the need to work through a broad multi-party coalition 
cabinet (Cuckovic, 2001). Nevertheless, speed has been sacrificed for greater 
accountability and competition. Similar to Slovakia’s new government, the first 
post-Tudjman government made progress rebuilding democracy, de-clientaliz- 
ing the economy, re-launching an arms length privatization program 
dominated by direct sales to outside investors, and inviting greater foreign 
participation into the process. In the past 3 years, Croatia has been able to 
restore sustainable growth partially fueled by more robust market institutions, 
increased investor confidence, foreign investment and newly restructured 
enterprises (Cuckovic, 2003, interview; World Bank, 2003, 130-133). 


Serbia 


Control over Serbian property followed the Croatian route from nominal 
employee control to dominance by politicized managers. However, most 
property under the regime of Slobodan Milosevic was still in state control by 
2000. Given Milosevic’s ‘privatization of the state’, formal privatization was 
never necessary. Weak rule of law and the extreme politicization of economic 
management meant that Milosevic’s ruling family and associates could 
dispense with Serbian firms as they pleased. 

Contested privatization: Privatization in the Serbian Republic began in the 
Yugoslav legacy of socially owned firms. Similar to Croatia, Serbia 
commercialized its firms and compensated workers with strong legislative 
incentives to buy shares. Hyperinflation, in 1993, however, played such havoc 
with prices that the government felt justified in renationalizing over 87 percent 
of firms that had been privatized. The legislation stipulated each firm’s largest 
creditor take control. Generally this was a state-owned bank. This gave 
Milosevic’s governing Socialist Party of Serbia (SPS) formal means by which to 
reward friends and buy off enemies with directorships of state-run companies 
(Freedom House, 2000, 736-738). 

Privatization gained a brief respite with new Serbian republic-level 
legislation in 1997. The program was essentially a limited access voucher 
program and participation in the program was optional for enterprises. By the 
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time the NATO bombing put a halt to any additional consideration of 
privatization, few if any firms had taken advantage of the program (Freedom 
House, 2000, 736-738). 

Institutional weakness: While Milosevic’s SPS was certainly more author- 
itarian than Slovakia or Croatia, the Milosevic regime still held legitimizing 
elections. The government did its best to manage these contests; nevertheless, 
the elections introduced significant uncertainty and competition into Serbian 
political life. Generally, however, Milosevic protected a system of power and 
political patronage by keeping democratic institutions weak. According to 
Freedom House, he presided over a mixture of ‘arbitrary rule, formal 
adherence to some constitutional restrictions, and recognition for a bare 
minimum need of popular legitimacy.’ Elections rule were ‘fundamentally 
flawed,’ and ‘neither free nor fair’ (Freedom House, 2001, 419). In 1996, for 
example, SPS refused to recognize the outcome of local elections leading to 
protests. Remarkably, little information about these protests got out of the 
major municipalities. As one Serb analyst recalls there could be ‘hundreds of 
thousands of people [in the streets] for days at a time, without ever being 
mentioned on state television’ (Brankovic, 2002, 214). 

Milosevic ensured that his political opponents had little access to the state- 
run media (see, e.g., Media Center Belgrade, August 7 — September 1, 2000) 
and that opposition leaders, intellectuals, civil leaders and independent media 
journalists were frequently and often violently harassed. In 1998, state security 
simply closed down several of Belgrade’s most important independent print 
media. The following year the regime used the wartime climate of NATO 
bombing to intensify its crackdown on independent voices in Serbian society 
(Freedom House, 2001, 419-429). SPS justified its actions with a constant 
atmosphere of crisis and fear - employing xenophobic wartime rhetoric that 
identified political opponents as ‘mercenaries and thieves’ (Brankovic, 2002, 
208-209, 217-218; Franicevic, 2002, 7; Pridham, 2001, 65—94). 

Economic weakness: The Milosevic decade was an economic disaster for 
most of the Republic’s inhabitants. By 2000, most Central European nations — 
including Slovakia — were inching back towards and even surpassing 1989 
standards of living. Meanwhile, Milosevic’s citizens got by on a fraction of 
their 1989 income levels. In substance, the political economy of Serbia 
functioned as an extreme version of its Croatian counterpart. Those who did 
do well succeeded by exploiting black and grey markets and by seeking 
protection from organized crime and political connections. Often the two were 
inseparable. Many ‘entrepreneurs’ close to or within Milosevic’s family got rich 
by smuggling banned items such as oil, cigarettes, arms and drugs. Organized 
crime thus built close ties with the state — ties which SPS allegedly exploited to 
intimidate, black mail, rob and occasionally murder Milosevic’s opponents 
(Brankovic, 2002, 218). 


Comparative European Politics 2003 1 


John A. Gould 5 ¢ 
Out of the Blue 


303 


Milosevic’s enterprise directors gained privileged access to scarce public 
resources typical of economic life under international sanctions and 
unreformed import substitution — including scarce credit, hard currency, 
monopolies, import licenses and tax waivers. Many SPS directors could then 
get rich by reselling resources on the black market. Not surprisingly, by the late 
1990’s Milosevic’s SPS — which had begun the decade with strong worker 
support — now drew allegiance from a narrow range of state bureaucrats, 
security forces and entrepreneurs. For most entrepreneurs, the basic business 
plan was to exploit ties with Milosevic, his family or his close associates 
(Brankovic, 2002, 208-210). 

Political liberalization and privatization: Milosevic’s attempt to falsify the 
results of the September 2000 elections led to a revolution in the streets and a 
new federal government. While the federal government was constitutionally 
limited in power over the affairs of the Serbian Republic, the new government 
pledged to restore democratic practice and begin a genuine transition towards 
markets. At the center of these pledges were promises to punish the most 
egregious abuses of state-owned enterprises and to launch a competitive 
privatization program that would exclude Milosevic’s insiders. By 2002, 
republic-level legislation was in place to begin a program of sales to enterprise 
outsiders emphasizing price, and where possible, bring in foreign capital 
(Country Economic Team, 2001; Penev, 2001, interview). With a renewed 
attempt to decriminalize the economy following the assassination of Prime 
Minister Zoran Djindyjic, there is some hope that these efforts may eventually 
begin to bear fruit. 


Summary 


Slovakia, Croatia and Serbia have made progress in escaping post-privatiza- 
tion clientalism through a quasi-revolutionary process of bottom-up political 
liberalization. Serbia continues to face almost insurmountable political and 
economic difficulties worsened by the unresolved controversy in Kosovo. By 
and large, however, the insiders of each country’s previous regimes are 
discredited. At a minimum, they now face more competitive political and 
economic conditions than before. At a maximum, they are under prosecution, 
in exile or have had control of their assets renationalized. 

Privatization in all three countries is also once again under way, or virtually 
complete in the case of Slovakia. Significantly, all three governments have 
chosen sales to outsiders — preferably with substantial foreign participation as 
their primary mode of privatization. Perhaps as importantly, each government 
has emphasized competitive privatization methods as a means of bidding up 
the price of the assets sold. Transparency and accountability for decisions have 
been important watchwords. Croatia and Slovakia frequently use foreign 
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consulting firms to conduct their transactions and Slovakia symbolically 
invited Transparency International to certify several privatization tenders 
(Cuckovic, 2001; Penev, 2001, interview). 

Attacking entrenched insider interests remains an incomplete — and in 
Serbia, deadly — process, however. Scandals have proven that even the once 
vaunted ‘democratic oppositions,’ have not been above corruption (Jakoby 
et al., 2000, 340-353; Majchrak, 2000, 266-268). Nevertheless, the competitive 
nature of these comparatively more vibrant democratic societies has led to 
greater exposure and accountability than we ever witnessed under the previous 
regimes. 

In sum, far from possessing any advantage in economic reforms, the illiberal 
regimes in this study proved incompetent and unstable — eventually leading 
to liberal regime change. In Slovakia and Croatia in particular, high stakes 
privatization deepened conflict over political institutions, helped polarize 
society and contributed to the development of a near revolutionary pre-election 
atmosphere in 1998 and 2000, respectively. In particular, the lack of regularized 
democratic means of policy alternation added clear, prolonged economic 
mismanagement to the list of opposition grievances and contributed to a break 
point at which societies could choose between deeper authoritarianism and 
greater political liberalization. Both countries now seem to have finally had 
their ‘founding election’ and Slovakia, in particular, is at low risk of 
backsliding (Krause, 2003). 

Serbia underwent a similar process. However, the country remains an 
illiberal democracy in many respects. The economy was deeply criminalized 
under Milosevic and these structures may yet survive the government 
crackdown following the assassination of Prime Minister Zoran Djindjic. In 
addition, ongoing problems with Kosovo and The Hague may provide many 
opportunities for insiders to use nationalism to retain influence. Nevertheless, 
Serbia today certainly stands the best chance of breaking the cycle of illiberal 
endogeneity that it has had to date. 


Escaping Endogeneity in Illiberal Regimes 


Reform economists often give the political-institutional context of privatiza- 
tion a lower priority than privatization policies. Yet, the choice and success of 
privatization is at least partially endogenous to surrounding political 
institutions and the legacies that shaped them. The experiences of independent 
Slovakia, Croatia and Serbia thus lead to a modified version of Fish’s (1998) 
insight: Where elections have not broken the backbone of the old system at 
least once, insider control over privatization creates as many problems as it 
solves. 
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Despite recent advances in the thinking of its staff economists (IMF, 2003), 
the IMF often fails to appreciate the endogeneity of economic reforms like 
privatization in illiberal regimes. They exhort executives in undemocratic 
countries to find the ‘political will’ to take ‘courageous’ economic reform 
measures (Havrylyshyn and Wolf, 1999, 15; Tanzi, 1999, 23). Exhortation and 
conditionality might play a significant role in encouraging economic reforms, 
but it is both wishful thinking and poor political economy to expect semi- 
dictatorial leaders to bite the hands that feed them. ‘Political will’ can rarely be 
found in an institutional framework that fails to hold economic and political 
agents accountable. 

Progress in the second decade of postcommunist change thus involves a 
more dynamic model of political economy than that offered by many 
economists. All too often they have fallen under the spell of the ‘rightly 
guided technocrat’ — a model that has been under the process of perfection (or 
perversion) in Russia for the past decade. Indeed, Russian President Vladimir 
Putin’s contemporary philosophy of ‘good governance’ is to create a super 
strong president who enforces the rule of law and imposes ‘wise, technocratic 
policy’ from the top down and from the center out. This model is unlikely to 
work in the short term and perhaps doomed to fail in the long term. It depends 
on the ability of ‘the center’ to recognize and recurrently produce ‘philosopher 
kings.’ Indeed, the model asks too much of human nature at every level. 
Regardless of whether Putin is or is not the Slavic Lee Kuan Yew, without 
freedoms, rule of law and horizontal and vertical accountability, the strong 
center will be repeatedly duped by numerous varieties of provincial and 
bureaucratic Potemkin Villages. 

Good politics and good policies must begin with the assumption that all 
unwatched political and economic agents are corruptible. The best solution is 
not better people, but better institutions empowering more watchful societies. 
Tudjman, Meciar, Milosevic and even Klaus have taught many Central 
Europeans the value of healthy political competition and the institutions that 
make this possible. Liberal democracies consolidate not because of the altruism 
of their political elite but because they are based on self-interested competition 
(Rustow, 1970). What applies to politics is inseparable from economics. To 
paraphrase Joel Hellman’s (1998) main point crudely, competitive societies are 
more likely to see how and who is ripping them off. They also possess the 
political institutions to do something about it. 

For those still laboring under illiberal political institutions, corrupt 
bureaucrats, rapacious enterprise directors and quasi-dictatorial leaders, a 
thick blanket of ideological misdirection and enterprise dependence has 
muddied the path toward greater civic empowerment. Yet change is unlikely to 
come from the top down. It is good news that liberal democracy and economic 
revitalization go together in postcommunist countries. The trick is to unleash 
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competition. Societies must contest with insiders for power and the powerful 
must know they are being watched. 


Notes 


1 I would like to thank the International Research and Exchanges Board and the Woodrow Wilson 
Center for early support with this project. Special thanks go to John McHale and Alexander 
Pankov for making available some of their research. Thank you also to Valerie Bunce, Michael 
Cain, Andrew Dunham, Anna Grzymala-Busse, Jiri Krol, Geraldo Mendes, Libby Rittenberg, 
Georgi Tsekov and especially two anonymous reviewers from Comparative European Politics for 
critical comments. I take full responsibility for the remaining shortcomings. 

2 This paper will focus primarily on large-scale privatization programs. 

3 The privatization data come from McHale and Pankov (2000). The authors provide a 7th 
category, ‘other,’ which includes modes of privatization that were only rarely employed. They 
also distinguish between primary, secondary and tertiary modes of privatization. Since only five 
countries privatized through ‘other’ modes and then only as a ‘tertiary’ mode, these categories 
are excluded. 

4 In practice, equal access mass privatization programs spread ownership rights quite thinly among 
citizens and financial intermediaries leaving incumbent management with significant influence if 
not outright control. For this reason, we rank mass privatization as less friendly to outsiders than 
a direct sale to an outsider. 

5 If we include secondary modes (Table 4), we see that nine out of 14 ‘authoritarian’ regimes and 
‘illiberal democracies’ chose to compensate insiders before outsiders in their secondary modes of 
privatization. Three countries chose only insider modes of privatization. The major outlier was 
Kazakhstan, which was the only non-liberal democracy to rely exclusively on outsider modes of 
privatization as of 1997. For possible explanations, see Gould (2002). 

6 Lithuania is also an exception. For more insight into this, see Janusauskiene (2002); For a 
discussion of Romania, see Gould (2002). 

7 McHale and Pankov (2000) base their table on number of assets sold rather than value. The 
latter, they argued was simply too difficult to determine in a consistent or meaningful way. 


References 


Appel, H. (1998) ‘Mass privatization in postcommunist states: Ideas, interests and economic regime 
change’, Ph.D. dissertation, Department of Political Science, University of Pennsylvania. 

Appel, H. and Gould, J. (2001) ‘Identity politics and economic reform: examining industry—state 
relations in the czech and slovak republics’, Europe Asia Studies 20(1): 111-131. 

Appel, H. (2001) ‘Corruption and the collapse of the czech transition miracle’, East European 
Politics and Societies 15(3): 528-553. 

Bartlett, D. (1997) The Political Economy of Dual Transformations: Market Reform and 
Democratization in Hungary, Ann Arbor: University of Michigan. 

Bendekovic, J. (2000) ‘Privatization in Croatia’, Ekonomski Preglaed 51(1-2): 58. 

Biglaiser, G. and Danis, M.A. (2002) ‘Privatization and democracy: the effects of regime type in the 
developing world’, Comparative Political Studies 35(1): 83-102. 

Blanchard, O. and Layard, R. (1991) ‘How to privatize’, Discussion paper no. 50, Centre for 
Economic Performance, London School of Economics. 

Blasi, J.R., Kroumova, M. and Kruse, D. (1997) Kremlin Capitalism: Privatizing the Russian 
Economy, Cornell: Cornell University Press. 


Comparative European Politics 2003 1 


Be 


John A. Gould 


Out of the Blue 


307 


‘(xipuoddy ‘900Z) Aaoyued pure seo pure (¢Q0Z) esnoY WOpesdl{ ‘saoun0g 
“TL PIGPL 998, 2 


(sIOpIsut 
0] SUOTSsa0U109) (ssa00R uonedionied , dionied 
ssnodng ginoénq weizoig yenbs) weig01g udIaI0j Ou/M USIOIO} YIM 
justwoeseuR yl aakoldurq JoyONoA, IOYONOA IBPIS|NO 0} SafRg IOPIsINo 0} sa[RS 
9 g v € c l 
I 
Aoe1o0wop 
LS NOH ‘LIT 1Od OTS ‘UO ‘LVI cl [etoqr'] 
c 
TN WOU ST 
AS € 
TOW 
wan ‘snd Ov se 
OD FTV YAN (o>: fe) v 
Aoeoowp 
Wav Sb Ter9qiiiT 
S 
ZV-A AZV eS 
TA 9 
oumiso1 
aZn s9 ueleyoyny 
{VL UAL L 
SIOPISU] SULIOAR] < > SIOPISINO SULIOAR] 
BUIIDA 
uounzipvaid fo apou Aappuoray asnoy] wopaany add} aunsay 


SuIyULI sNoY Wopselj pue uoTezNeatd Jo sopout Arepuoosg p ajqul 


Comparative European Politics 2003 1 


5 ¢ John A. Gould 
Out of the Blue 


308 


Boycko, M., Shleifer, A. and Vishny, R. (1995) Privatizing Russia, Cambridge: MIT Press. 

Brabkovic, S. (2002) ‘The Yugoslav “Left” Parties: Communist Tradition in the Milosevic Era’, in 
Bozoki, A. and Ishiyama, J.T. (eds.) The Communist Successor Parties of Central and Eastern 
Europe, Armonk: M.E. Sharpe. 

Brom, K. and Orenstein, M. (1994) ‘The privatised sector in the czech republic: government and 
bank control in a transitional economy’, Europe-Asia Studies 46(6): 893-928. 

Bunce, V. (1995) ‘Comparing East and South’, Journal of Democracy 6(3): 87-100. 

Bunce, V. (1999) ‘The political economy of postsocialism’, Slavic Review 58(4): 756-793. 

Bunce, V. (2002) ‘The Return of the Left and Democratic Consolidation in Poland and Hungary’, 
in A. Bozoki and J.T. Ishiyama (eds.) The Communist Successor Parties of Central and Eastern 
Europe, Armonk: M.E. Sharpe. 

Butora, M. and Butorova, Z. (1999) ‘Slovakia’s democratic awakening’, Journal of Democracy 
10(1): 80-95. 

Butora, M., Meseznikov, G., Butorova, Z. and Fisher, S. (eds.) (1999) The 1998 Parliamentary 
Elections and Democratic Rebirth in Slovakia, Bratislava: Institute for Public Affairs. 

Carothers, T. (2002) ‘The end of the transition paradigm’, Journal of Democracy 13(1): 5-21. 

Coase, R.H. (1960) ‘The problem of social costs’, Journal of Law and Economics 3: 1-44. 

Country Economic Team in Co-operation with the OECD (2001) ‘Progress in policy reform in 
South East Europe’, Monitoring Instrument of Federal Republic of Yugoslavia, South East 
Europe Compact for Reform Investment, Integrity and Growth, Belgrade. 

Crane, K. (1999) ‘Privatization Policies’, in A. Braun and Z. Barany, (eds.) Dilemmas of Transition: 
The Hungarian Experience, Lanham: Rowman and Littlefield. 

Cuckovic, N. (2001) ‘Post-privatization ownership structure, restructuring and corporate 
governance: The case of Croatia’, Institute of International Relations, Zagreb, Croatia. 

Cuckovic, N. (2002) ‘The grey economy and the privatization process in Croatia, 1997-2001’, 
Financial Practice/ Financijska praksa 26(1): 245-271. 

Cuckovic, N. (2003) ‘Institute of International Relations’, Zagreb, Croatia, July 17, 2001, July 8, 
2003. 

Dahl, R.A. (1989) Democracy and its Critics, New Haven: Yale University Press. 

Duleba, A. (1998) ‘Democratic Consolidation and the Conflict over Slovak International 
Alignment’, in S. Szomolanyi and J.A. Gould (eds.) Slovakia: Problems of Democratic 
Consolidation and the Struggle for the Rules of the Game, New York: Columbia University On 
Line Press, | http://www.ciaonet.org ]. 

EBRD (2000) Transition Report, 2000: Employment, Skills and Transitions, EBRD: London. 

Ekiert, G. (1998) ‘Do legacies matter? Patterns of postcommunist transitions in Eastern Europe’, 
Unpublished paper, Harvard University, 1998. 

European Commission (1997) Agenda 2000 — Commission Opinion on Slovakia’s Application for 
Membership of the European Union, Brussels: European Commission. 

Fish, M.S. (1998) ‘The determinants of economic reform in the postcommunist world’, East 
European Politics and Societies 12(1): 31-78. 

Fisher, S. (2001) ‘From nationalist to europeanist: The rise and fall of national movements in 
Slovakia and Croatia’, Ph.D. Dissertation, School of Slavonic and East European Studies, 
University College London. 

Franicevic, V. (2002) “Challenges of the liberal-democratic state in South East-European countries’, 
European Association for Comparative Economic Studies, 7th Biennial Conference, Forli, Italy, 
June 6-8. 

Freedom House (2000) Nations in Transit, 1999-2000, | http://www.freedomhouse.org/research/ 
nitransit/2000/index.htm J]. 

Freedom House (2001) Nations in Transit, 2001, | http://www.freedomhouse.org/research/nitransit/ 
2001/pdf_docs.htm J. 


Comparative European Politics 2003 1 


John A. Gould 5 ¢ 
Out of the Blue 


309 


Freedom House (2003) Freedom House Country Rankings, [ http://www.freedomhouse.org/ratings/ 
index.htm ]. 

Friedman, M. (1992) ‘Economic Freedom and Political Freedom’, in D. Kennett and M. 
Lieberman (eds.) The Road to Capitalism, Fort Worth: Dryden Press. 

Frydman, R. and Rapaczynski, A. (1994) Privatization in Eastern Europe: Is the State Withering 
Away?, Budapest: CEU Press. 

Frydman, R., Murphy, K. and Rapaczynski, A. (1998) Capitalism with a Comrade’s Face: Studies 
in the Postcommunist Transition, Budapest: CEU Press. 

Gould, J.A. (1999) ‘Winners, losers and the institutional effects of privatization in Central European 
transition states’, Robert Schuman Centre, European University Institute, RSC No. 99/11. 

Gould, J.A. (2001) ‘Beyond creating owners: privatization and democratization in the Slovak and 
Czech Republics 1990-1998’, Ph.D. dissertation, Department of Political Science, Columbia 
University. 

Gould, J.A. (2002) ‘Out of the blue: creating property rights in Europe’s post-communist 
democracies’, Presentation to the Annual Conference of the American Association for the 
Advancement of Slavic Studies, Pittsburgh, PA, November 21, 2002. 

Grzymala-Busse, A.M. (2002) Redeeming the Communist Past: The Regeneration of Communist 
Parties in East Central Europe, Cambridge: Cambridge University Press. 

Havrylyshyn, O. and Wolf, T. (1999) ‘Determinants of growth in transition economies?’, Finance 
and Development 36(2) [ http://www.imf.org/external/pubs/ft/fandd/1999/06/havrylys.htm J]. 
Hellman, J.S. (1998) ‘Winners take all: the politics of partial reform in postcommunist transitions’, 

World Politics 50(2): 203-233. 

IMF Staff (2000) World Economic Outlook: Focus on Transition Economies, Washington: 
International Monetary Fund, [ http://www.imf.org/external/pubs/ft/weo/2000/02/index.htm J. 

IMF Staff (2003) World Economic Outlook: Growth and Institutions, Washington:International 
Monetary Fund, [ http://www.imf.org/external/pubs/ft/weo/2003/01/index.htm ]. 

Innes, A. (2001) Czechoslovakia: The Short Goodbye, New Haven: Yale University Press. 

Jakoby, M. et al. (2000) ‘The Economy of the Slovak Republic’, in G. Meseznikov, M. Kollar and 
T. Nicholson (eds.) Slovakia 2000: A Global Report on the State of the Economy, Bratislava: 
Institute for Public Affairs, pp 297-364. 

Janusauskiene, D. (2002) ‘The Metamorphosis of the Communist Part of Lithuania’, in A. Bozoki 
and J.T. Ishiyama (eds.) The Communist Successor Parties of Central and Eastern Europe, 
Armonk, NY: M.E. Sharpe. 

Johnson, J. (2001) ‘Path contingency in postcommunist transformations’, Comparative Politics 
33(3): 253-274. 

Kopstein, J.S. and Reilly, D.A. (2000) ‘Geographical diffusion and the transformation of the 
postcommunist world’, World Politics 53(1): 1-37. 

Kornai, J. (2000) ‘Ten years after ‘The road to a free economy’: The author’s self-evaluation’, 
Annual Bank Conference on Development Economics — ABCDE, World Bank, 
April 18-20. 

Krause, K.D. (2000) ‘Slovakia’s democratic decline’, chapter in ‘Accountability and party 
competition in Slovakia and the Czech Republic’, Ph.D. dissertation, Department of Political 
Science, University of Notre Dame. 

Krause, K.D. (2003) ‘Slovakia’s second transition’, Journal of Democracy 14(2): 65-79. 

Laitin, D.D. and Fearon, J.D. (2000) ‘Violence and the social construction of ethnic identity’, 
International Organization 54(4): 845-877. 

Lipton, D. and Sachs, J. (1990) ‘Privatization in Eastern Europe: the case of Poland’, Brookings 
Papers on Economic Activity I: 293-341. 

M.E.S.A. 10 (1997) Slovak Monthly Report XII. 

M.E.S.A. 10 (1998a) Slovak Monthly Report VI. 


Comparative European Politics 2003 1 


5 ¢ John A. Gould 
Out of the Blue 


310 


M.E.S.A. 10 (1998b) Slovak Monthly Report VII. 

M.E.S.A. 10 (1998c) Slovak Monthly Report X. 

M.E.S.A. 10 (1998d) Slovak Monthly Report XII. 

MacFarlan, M. (2003) Video Introduction to Chapter Three of the World Economic Outlook, 2003, 

Washington: IMF, [ http://www.imf.org/External/pubs/ft/weo/2003/01/wc040303.htm#mm J. 

Majchrak, J. (2000) ‘Public Security’, in G. Meseznikov, M. Kollar and T. Nicholson (eds.) 

Slovakia 2000: A Global Report on the State of the Economy, Bratislava: Institute for Public 

Affairs, pp 455-470. 

Mansfield, E. and Snyder, J. (1995) ‘Democratization and the danger of war’, International Security 

20(1): 5-38. 

Marcincin, A. (1996) ‘Slovakia: the family circles privatization, Center for Economic Research, 

Bratislava. 

Marcincin, A., Zemanovicova, D. and Vagac, L. (1996a) ‘Privatization methods and development 

on Slovakia’, Discussion paper, Center for Economic Development, Bratislava. 

McHale, J. and Pankov, A. (2000) ‘Postcommunist privatization and wealth distribution: what do 

we know?’, Department of Economics, Harvard University, unpublished manuscript. 

Media Center Belgrade (2000) ‘Judging by state-run media, there is no opposition’, Belgrade, 

August 7-September 1, 2000 [ http://www.mediacenter.org.yu/english/monitoring/2000/9/ 

n040900e. html J. 

MEMO ’98 (1998) ‘Report on media coverage of slovak politics number six: for period ending 

September 18, 1998’, Bratislava, Slovakia, September 22, [ http://www.memo98.sk/en/ 

index.php?base = data/reports/1998/us_report6.txt ]. 

Miklos, I. (1997) ‘Economic Transition and the Emergence of Clientalist Structures in Slovakia’, in 

S. Szomolanyi and J.A. Gould (eds.) Slovakia: Problems of Democratic Consolidation, 

Bratislava: Freidrich Ebert Stiftung/Slovak Political Science Association, pp 57-92. 

Murrell, P. (1992) ‘Conservative political philosophy and the strategy of economic transition’, East 
European Politics and Societies 6(1): 3-16. 

O’Donnell, G. (1994) ‘Delegative democracy’, Journal of Democracy 5(1): 55-69. 

Olsson, M. (1999) Ownership Reform and Corporate Governance: The Slovak Privatization Process 
1990-1996, Uppsala: Uppsala University Press. 

Orenstein, M.A. (1994) ‘Voucher privatization and restructuring in Slovakia’, Working paper 
Institute for EastWest Studies, Prague. 

Orenstein, M.A. (2001) Out of the Red: Building Capitalism and Democracy in Postcommunist 
Europe, Ann Arbor: Michigan. 

Penev, S. (2001) ‘Ministry of International Economic Relations’, Belgrade, Serbia, December 14, 
2001. 

Poznanski, K.Z. (1996) Poland’s Protracted Transition: Institutional Change and Economic Growth, 
1970-1994, Cambridge: Cambridge University Press. 

Pridham, J. (2001) ‘Uneasy democracy — Pariah regimes, political conditionality and reborn 
transitions in central and southeastern Europe’, Democratization 8(4): 65-94. 

Przeworski, A. (1991) Democracy and the Market: Political and Economic Reforms in Eastern 
Europe and Latin America, Cambridge: Cambridge University Press. 

Przeworski, A., Alvarez, M., Cheibub, J.A. and Limongi, F. (1996) ‘What makes democracies 
endure?’, Journal of Democracy 7(1): 39-55. 

Reed, Q. (2002) ‘Corruption in Czech Privatization: The Dangers of ‘Neo-Liberal’ Privatization’, in 
S. Kotkin and A. Sajo (eds.) Political Corruption in Transition: A Sceptic’s Handbook, Budpest: 
CEU Press, pp 261-285. 

Rustow, D. (1970) ‘Transitions to democracy: toward a dynamic model’, Comparative Politics 2(3): 
337-363. 

Sachs, J. (1993) Poland’s Jump to a Free Market Economy, Cambridge: MIT Press. 


Comparative European Politics 2003 1 


John A. Gould 5 ¢ 
Out of the Blue 


311 


Samojlik, P. (2002) ‘Managing Director, Bank Austria Creditanstalt’, Warsaw, Poland, June 13, 
2002. 

Schwartz, A. (1999) ‘The best-laid plan: Privatization and neo-liberalism in the Czech Republic’, 
Ph.D. dissertation, University of California at Berkeley. 

Sen, A. (2000) Development as Freedom, New York: Anchor Books. 

Snyder, J. (2000) From Voting to Violence: Democratization and Nationalist Conflict, New York: 
W.W. Norton. 

Snyder, J. and Ballentine, K. (1996) ‘Nationalism and the marketplace of ideas’, International 
Security 21(2): 5—40. 

Szomolanyi, S. and Gould, J.A. (eds.)} (1998) Slovakia: Problems of Democratic Consolidation and 
the Struggle for the Rules of the Game, New York: Columbia University On Line Press, [ http:// 
www.ciaonet.org ]. 

Stark, D. (1992) ‘Path dependence and privatization in east central Europe’, East European Politics 
and Societies 6(1): 17-53. 

Stark, D. and Bruszt, L. (1998) Postsocialist Pathways: Transforming Politics and Property in East 
Central Europe, Cambridge: Cambridge University press. 

Tanzi, V. (1999) ‘Transition and the changing role of government’, Finance and Development 36(2) [ 
http://www.imf.org/external/pubs/ft/fandd/1999/06/havrylys.htm J]. 

Vachudova, M. (1999a) ‘Was it Privatization’, in P. Rutland (ed.) The Challenge of Integration: 
1997 Annual Survey of eastern Europe and the Former Soviet Union, Armonk, NY: M.E. Sharpe. 

Vachudova, M. (1999b) ‘The Czech Republic: The End of the Klaus Era’, in Rutland, P (ed.) The 
Challenge of Integration: 1997 Annual Survey of Eastern Europe and the Former Soviet Union, 
Armonk, NY: M.E. Sharpe. 

Vachudova, M. (2001) ‘The leverage of international institutions on democratizing states: Eastern 
Europe and the European Union’, Robert Schuman Centre, European University Institute, RSC 
No. 2001/33. 

Vachudova, M. and Snyder, T. (1997) ‘Are transitions transitory? two types of regime change in 
eastern europe since 1989’, East European Politics and Society 11(1): 1-35. 

World Bank (2002) Transition — The First Ten Years: Analysis And Lessons For Eastern Europe 
And The Former Soviet Union, Washington: World Bank, [ http://Inweb18.worldbank.org/eca/ 
eca.nsf/General/D902E8CAF401B76E85256B410081DF03?OpenDocument J. 

World Bank (2003) Croatia country economic memorandum: A strategy for growth through European 
integration, Report no. 25434-HR Washington, World Bank. 

Zakaria, F. (1997) ‘The rise of illiberal democracy’, Foreign Affairs 76(6): 22-43. 


Comparative European Politics 2003 1 


